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contracts under the agencies’ regulatory capital rule. We are encouraged by your proposal and
applaud your efforts to align regulation to support the liquidity and stability of the centrally-
cleared listed options market.

The options market is an important complement to the equities market that enables investors to
hedge risk and efficiently adjust exposures while providing for price discovery and execution
certainty. This allows for heightened liquidity in the underlying stock market and thus plays a
direct role in supporting capital formation and broader U.S. economic growth. Unfortunately,
the regulatory burden imposed by the leverage capital ratio requirements on the banks that clear
options trades negatively impacts the health of these markets. These requirements force banks to
direct capital away from the exchange-listed, centrally-cleared options market, thereby hindering
options market makers’ ability to provide liquidity.

For some time, we have voiced our concern that the current method for calculating exposures for
centrally-cleared listed options transactions for purposes of determining related capital charges —
the Current Exposure Method (“CEM?”) — lacks appropriate risk sensitivity, results in excessive
capital charges that are not commensurate with risk, and ultimately is impairing the centrally-
cleared listed options market. We believe the proposed rulemaking and adoption of the Standard
Approach to the Counterparty Credit Risk (“SA-CCR”) would ensure that the calculation for
centrally-cleared listed options exposures more accurately captures clearing member credit risk
and is more consistent with the revised framework set forth by the Basel Committee on Banking
Supervision.

We would also encourage you to refine the proposed rulemaking to allow for the use of risk-
reducing netting sets to recognize practices that are standard today. For example, futures on the
S&P 500 Index traded on the CME have been a long-standing natural hedge for S&P 500 index
options (“SPX options”) traded on Cboe. The current proposal would fail to recognize this
natural and risk-reducing hedge because of the netting requirements of section 132(c)(9)(1v)(C),
which would effectively prevent margined and un-margined positions from netting against one
another. This would appear to be an unintended consequence of the proposal, and we would
hope this can be resolved in the final rule. Similarly, we would seek to ensure that the currently
commonplace netting of other highly-correlated products also would not go unrecognized by the
proposal. Just as options and futures on the S&P 500 Index can offset each other, it is also
natural to offset SPX options with options on ETFs that also track the S&P 500 Index (such as
the SPDR S&P 500 ETF Trust, or “SPY”). In the final rule it will be important to prevent these
unintended consequences from disrupting the important longstanding, risk-reducing hedging of
these products with their highly-correlated, natural counterparts.

We consider this proposed rulemaking and the adoption of SA-CCR to be an urgent matter.
While it is impossible to determine the full impact of CEM, we believe CEM is contributing to
wider spreads, increased liquidity premiums (a larger difference between a trade price and
theoretical price), smaller quote sizes, fewer market-makers with increased volume
concentrations, and changes in behavior that increase the risk of a significant market event and






